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COMMISS ON ADOPTSCALIFORNIA PRICE REMEDIES
AIMED AT FIXING MALFUNCTIONING ELECTRIC MARKETS

The Federd Energy Regulatory Commisson today adopted remedies for the serioudy flaved
dectric power marketsin Cdiforniaby providing strong directivesto  the marketsto sdf correct and
to dem the levd of current price volatility in the Sate's oot dectricity markets. In thelong run, the
order will restore the benefits of a competitive and well-coordineted marketplace, protect consumers,
endure creditworthiness of market participants and work to fadilitate additions to generation and
transmisson capaaity.

Citing the fundamental need to reduce rdiance on spot markets while balancing the need for
generdion investment to ensure adequiate power upplies, the Commission sood firm on, and
enhanced, its price mitigation measures. Today's action will dlow the gatesinvestor-owned utilities to
protect themsdves and encourage market participants to develop longer-term contracts for power to
avoid the voldtility of the gpot price market. Today's measures indude ending the Cdifornia Power
Exchanges (PX ) buy/sdl requirement, pendizing underscheduling of loads, and monitoring oot prices
above $150 on aninterim bass The PX isthe scheduling coordinetor for the gatesthree large
investor-owned utilities aswell as other market participants.

The Commisson sad itsintention is to enable the markets to catch up to current supply and
demand problems and not to rantroduce command and contral regulation thet has helped to produce
the current criss

In addition, the Commisson announced plans to hold conferences with market participantsto
resolve key isues, induding etablishing new governance of the Cdifornia
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Independent System Operator (1S0), deveopment of gppropriate market monitoring

meaaures, and negatiation of protective orders associated with deta collection.  Because this order was
formulated to dedl with the western dectricity ariss at hand and future messuresthat must be put in
place, the Commission deferred until later, condderation of retroactive refund issues linked to
protective orders associated with the volatile prices experienced in Cdifornia this past summer.

Chairman James J. Hoecker said: "Today's order is an effective response to a continuing energy
crigs It indudes many complex directives, incentives, and plans but the bottom lineisthis-the
Commisson isexerddng itsinformed judgment to get the current Cdiforniadectricity crigs under
control. Let mebedear: there are no easy answers and there are trade-offsin dl cases. | know that
those who would have us dictate the price of power inthisvest market will complain. Y, | bdieve
thet these actions will achieve the results everyone seeks, if they are dlowed to work and if they are
supported by sound decisions by Sete regulators.

"What this Commisson has doneisto respond in ameaningful way to the technicd and finenad
demands of the indudtry as well asthe suffering consumersin Cdifornia Our order isafirg Septo
saunch the bleeding but there is much rehahilitation aheed.”

Induded in the key actions announced by the Commission today are

Himination of the mandatory PX buy-sdl requirement.

. 25,000 MWsimmediady returned to Sate regulaion. On the dete of this
order, 25,000 MW of the generation owned by or under contract tothelOUs,  which the
date hed required to be sold a wholesde into the PX, may be sold
directly & retal by the IOUs, subject to Cdiforniaregulation.

. Rdease of load to hilateral markets and prudent risk management. Therdease of dl 40,000
MWs from mandatory exposure to the gpot market. Thiswill dlow IOUsto move their
purchase power needsto bilaterd, long-term contracts of two years or more and adopt a
baanced portfolio of contracts to mitigate cost exposure.
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. Termingtion of the PX's rate schedules effective a the dose of busness on April 30, 2001

Benchmark price for wholesde bilaterd contracts.




. Adoption of aprice benchmark for assessing prices of five-year energy supply contrects. The
Commisson will use this benchmark in assessing any complants regarding justness and
reasonableness of pricing long-term contracts.

Pendlties for underscheduling loed.

. Market participants must schedule 95 percent of their transactionsin advance of red time, to
reduce the rdiance on the | SO's redl-time market to meet supply. A pendty charge will be
asses2d when load exceads the prescheduled amount by more than five percent, thus
removing the finandd incentive for load to favor the red-time market.

Market monitoring and price mitigation for SO and PX gpot markets

. Commisson gt is directed to hold atechnica conference to develop a comprenensve and
sysematic monitoring and mitigation program which incorporates gopropriate thresholds,
Soreen and mitigation measures. A proposad plan isto be submitted by March 1, 2001, so thet
measures can bein place by May 1, 2001.

. Egablish an interim $150 modification of the single price auction so that bids above $150 per
megawett hour (MWh) cannot st the market dearing prices paid to dl bidders. Bids above
the $150 levd will trigger cartain reporting reguirements and Commission monitoring.

. Refund condition. Certain refund conditions will continue to gpply; however, unlessthe
Commisson issues written natification to the sAler that its transaction is Sl under review,
refund potentid on atransaction will dose after 60 days.

| ndependent 1SO Board.
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. The board must be replaced with anon-stakeholder board. 1ts members must be independent
of market participants.

. In alaer order, the Commisson will set procedures for discussion with Sate representatives on
the process for selection of 1SO Board members.

| nterconnection procedures,

. The SO and Cdifornids three |OUs are directed to file generation interconnection procedures.



On November 1, the Commission issued a series of proposad remedies for the Cdifornia
markets. These proposds were based on the findings from an intensive Saff investigetion of the
Cdiforniaand wesern markets in addition to aseries of public medtings the Commisson hdd in
Waehington and Cdiforniawith legidators, power producers, and resdentid and commercid
cusomers

Basad on these findings and filed comments, the Commisson conduded that, among other
actions, moving sgnificant amounts of wholesale transactions into forward mearkets will reduce rdiance
on spot markets, improve rdiability and increase the progpect of new generation because of dable
revenues.

Price Mitigation Measures

Thekey demeant of the Commisson's price mitigation meesuresisthe dimination of the
requirement for the investor-owned utilities (IOUs-SDG& E, SoCd Edison, and PG& E~+o I dl of
thelr generation into and buy dl of their energy needs from the PX, which resulitsin over rdiance on
spot market purchases. The current PX buy/sdll requirement distorts the spot market and dlows unjust
and unressoneble rates, the Commission said. By diminating this retriction, the |OUs 40,000 MW of
pesk load are essntidly releasad from the PX's redraints.

Giving the I0Us added flexibility will dlow them to mitigate their own Spot price exposure
IOUswill no longer be required to bid their own resources a zero price and buy the same energy back
a the market dearing price.
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The Commisson cautioned that the IOUs nead to act on this opportunity to use their
congderable portfolio of owned generation to serve their load and deve op contractsin the forward
markets. The Commisson srongly urged the IOUs to move much of their load to contracts of two or
more years. To ensure that this market reform proceeds
expeditioudy, the Commisson sad that it will end the PX rate schedules & the dose of the trading day
on April 30, 2001.

Tofadlitate prompt negotiation of longer term power contracts a ressoncble rates, the
Commisson dso announced thet it will hold a settlement conference with market participants.

| SO Governing Boards



Concerned about the independence of the SO Governing Board, the Commission directed thet
the SO board disband.

On January 29, 2001, the 1SO Governing Board members must rdinquish their decison-
meaking power and operating contral to the SO management, dthough they may continue asa
dakeholder advisory committee This committee will provide input to 1SO manegement until thereisa
new board, or until April 27, 2001, whichever occursfirg. The Commisson ddayed afind decison
on the manner of sdection for the new board to dlow further input from the Cdlifornia.on the sdlection
process. The Commisson will issue afurther order with details on upcoming discussons with Sate
representatives on the salection process for the new SO board.

The nonHprafit 1SO began operaion in Cdiforniain 1998. The 1SO operates and controls
mog of the tranamisson sysem in Cdlifornia

Market Monitoring

The Commisson will continue to monitor the Cdiforniamarkets to ensure there is no ause of
market power. The monitoring will rdly on severd threshold dementsinduding: the outage rates of
slers resources, the failure to bid unsold megawaits into the 1SO's red-time market; and, variationsin
bidding patternsfor the same or Imilar resources. The monitoring will continue until amore
comprehensgive gpproach can be developed.
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The Commisson aso reaffirmed the longer term measures proposed inits earlier order.

Among these are the submission of a congestion management design proposd. The Commisson
directed the | SO to submit its proposd by April 2, 2001.
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